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MONTHLY SURVEY OF 



GENERAL BUSINESS CONDITIONS 

March ^5, ig20 



THE continued decline during February of specu- 
lation, represented by curve A, and the continued 
increase of rates on commercial paper, represented by 
curve C, support our forecast that a period of liquida- 
tion in commodity markets is not far distant. Ciurve B, 
representing business, declined from the high record of 



Between February 25 and March 18, the average 
price of twenty industrials and of twenty rails increased 
14 points and the volume of sales on the last named date 
was nearly two million shares. The burst of speculation 
in March has been heralded by some as the beginning of 
a sustained bull market. The sequel may show, how- 
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Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outride New York City, Bradstreet's Price Indices. 

Group. C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Our interpretation of the fluctuations of the three curves of 
the current index chart is based upon the relationship which was discovered 
among similar curves for the period 1903-14. All three curves had wave 
movements, but the upward swings and the crests of the waves were not 
reached simultaneously. The major movements of speculation preceded 
those of business by 4 to 10 months, and the movements of business preceded 
those of banking by 2 to 8 months. The sequence of movements holding for 
upward swings and crests also held for downward swings and troughs. The 

January. Although the evidence is not all one way, 
there are numerous straws indicating that the peak of 
commodity prices has been reached and that liquidation 
in commodity markets will develop in the months to 
come. 

Money continues to be very tight. In spite of this 
fact, there has been a revival of speculation during the 
past two or three weeks as a result of the decision of the 
Supreme Court that stock dividends are not taxable 
income, and of other favorable developments. 



relationship between the curves which held for the pre-war period appears to 
have reestablished itself in 1919 so that the movements of the curves con- 
stitute a basis for forecasting. Our forecasts, however, are not based solely 
upon the index of general business conditions, but they allow for the differ- 
ences in underlying conditions as revealed by economic analysis. At present 
the persistent rise of rates on commercial paper, curve C, and the decline of 
speculation, curve A, forecast a decline of business activity and commodity 
prices, curve B, which will take place some time between Apr. and Dec. 1920. 

ever, that the present biurst of speculation is similar to 
that which occurred in July and August 1906, when the 
price of rails increased 16 points and industrials 11 
points, and then after a few months fell steadily some 
50 points. In 1906 the revival of speculation was ac- 
companied by the resumption of dividends on United 
States Steel, the unexpected increase of dividends on 
Union Pacific and Southern Pacific, and other actual 
increases, as well as numerous rumors of large dividends 
to be paid by various companies. 
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THE REVIEW OF ECONOMIC STATISTICS 



In previous letters we have expressed the opinion that 
liquidation, if it occurs, will not be drastic and that it 
will not be accompanied by a panic. This opinion is 
based mainly upon these considerations: 

1. Production and stocks of a number of commodi- 
ties appear not to be excessive. 

2. The United States is in a strong financial position 
in international markets. 

3. The federal reserve banks would be able to ex- 
pand, if necessary, and to issue notes before 
liquidation reached dangerous proportions and 
confidence was shaken. 

There is no adequate reason at the present time for 
changing our forecast, first, that liquidation in com- 
modity markets is in prospect, and, second, that the 
readjustment of prices and of business will not develop 
into a panic. The immediate future of both security 
and commodity markets, however, appears to depend 
more upon the policies of the federal reserve board and 
the banks than any other single factor. The moneys 
market is the crux of the situation. Material improve- 
ment in the condition of the federal reserve banks in the 
next few weeks by gold imports or otherwise would tend 
to postpone liquidation in commodity markets. 

I. THE INDEX 

Speculation 

In February, curve A decreased for the fourth con- 
secutive month, thus adding new evidence to the fore- 
cast of an impending decline of commodity prices and 
business activity. Of the three series of the speculative 
group two. New York clearings and the price of indus- 
trial stocks, decreased; while the third, shares traded 
on the New York Stock Exchange, increased from the 
low volume in January and December. 

Last month New York clearings amounted to $18,- 
140,000,000 compared with $23,210,000,000 in January. 
This is a decrease of 22 per cent, which is precisely the 
normal seasonal movement. 

The average price of twenty industrial stocks was 
$94.40 in February compared with $104.60 in January 
and $105.60 in December; the price of twenty railroad 
stocks was $72.50 compared with $74.90 in January and 
$75.20 in December. 

In March the volume of sales on the New York Stock 
Exchange for the period March 1-15 was 12,425,100 
shares. This is at the rate of 25,000,000 shares for the 
month, a moderate increase, compared with 21,870,000 
shares in February and 19,880,000 in January. 

The average price of twenty mdustrials increased 
from $92.40 on March i to $103.98 on March 18; the 
average price of twenty rails increased from $75.03 to 
$78.51 between the same dates. The high record 
monthly average for industrials is $113.9(3, reached last 
October. During the past year the highest monthly 
average for rails was $88.70 reached in June. 

The increase in the volume of sales and average prices 



in March took place in the face of a stringent money 
market. It was evidently the result of the following 
favorable news : — 

1. The decision of the Supreme Court that stock 
dividends are not taxable income (March 8). 

2. The decision of the Court that the Interstate 
Commerce Commission in fixing valuations must 
accept the present value of right of way and ter- 
minals, not original costs (March 9). 

3. The decision of the Court against the government 
in its suit for the dissolution of the United States 
Steel Corporation (March i). 

4. The enactment of the new railroad law providing 
for the return of the roads to private operation 
and ownership (March i). 

5. The announcement of the arrangement for gold 
imports from Europe (March 5). 

It is not surprising that the market was stimulated 
by these developments, even with call rates ruling at 10 
per cent. It would be surprising, however, if in the face 
of continued money strain the revival develops into an 
extended bull movement. Speculators are now bidding 
against industry for funds. If active business and pres- 
ent high commodity prices continue industry will con- 
tinue to require the available credit. In this case a bull 
movement in securities would be encouraged by high 
profits resulting from high prices, but would be ham- 
pered by high rates for money. If, on the other hand, 
" liquidation of commodities develops on a considerable 
t scale and prices fall, the requirements of industry for 
credit will presently decrease and fxmds will be available 
at moderate rates for the purchase of securities. In this 
case, a bull movement in securities would be stimulated 
by an easy money market, but discouraged for a time 
by depressed industry and low commodity prices. 
According to precedent a prolonged upward movement 
of speculation cannot develop unless money is compara- 
tively easy. Easier money may result at the present 
time through liquidation of commodities, imports of 
gold or a relaxation in the announced policy of the 
Federal Reserve Board. 

In February the voliune of sales was 59 per cent, the 
average price of industrials 83 per cent, and the average 
price of rails 89 per cent of the October figures. These 
percentages indicate that the requirements for funds on 
the New York Stock Exchange were greatly reduced. 

Banking 

The upward movement of curve C, representing rates 
on commercial paper, began in November and has con- 
tinued at an accelerated pace in January and February. 
A sustained tightness of the money market has as cor- 
relatives, first, a bear market in securities and, second, 
liquidation in commodity markets. Therefore, the con- 
tinued increase of curve C in February gives strong sup- 
port to the forecast indicated by curve A that there will 
be a decline in commodity prices and business activity 
beginning within a few months. 



